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Introduction
Survey-based confidence indicators are often seen as leading signals for real economic activity. The attention these indicators receive in the media refers to the potential information they provide regarding current and future economic developments. As such, the consumer confidence indicator (CCI) reported by the EU Commission for the euro area and individul countries is widely used by economic agents to assess the future path of private consumption (Dominitz and Manski, 2004) . Monitoring consumption spending is extremely important for policy makers and firms, as these expenditures represent 50 to 60 percent of GDP. Significant changes in the CCI can provide valuable information for businesses, to which extent households are willing to make new purchases. If the indicator is on a declining trend, households are expected to reduce their spending. If manufacturers anticipate that consumers plan to reduce purchases for durable goods, they might decrease inventories and production in advance and delay investing in new facilities. Banks can prepare for lower credit applications. Building firms will take a decline in the construction and renovation of homes into account. Governments have to manage a decline in tax revenues. On the other hand, a rise in the CCI indicates that households will raise their demand for consumption products. In anticipation of that change, firms can increase production and inventories. Banks may plan for higher lending and mortgage activities, and builders of homes can prepare for improved housing construction. The government can expect higher tax revenues due to the increase in consumer spending.
Despite the great fanfare blown when they are published, there is no consensus with regard to the actual contribution of the CCI to predict private consumption. In fact, its impact on consumption almost vanishes, if the forecasting equation is extended by macroeconomic fundamentals known at the time of the forecast. Carroll, Fuhrer and Wilcox (1994) and Bram and Ludvigson (1998) have provided evidence that lagged values of the CCI can improve short-term forecasts for consumption spending in the US to a minor extent, while Acemoglu and Scott (1994) and Easaw, Garratt, and Heravi (2005) have reported similar results for the UK. Ludvigson (2004) has argued that much of the survey information is already included in other economic and financial indicators, such as labour income growth, real share prices, and short-term interest rates. Likewise, Croushore (2005) had shown that the levels of sentiment indicators are not able to add any additional information to the nowcast of US private consumption. As a result, the CCI may have only incremental power in conditional regression models. According to Nahuis and Jansen (2004) , the forecasting performance can be improved in some cases, if the CCI is combined with measures of retailer confidence. Hence, not only the perceptions of buyers should be taken into account, but also the perceptions of the sellers of the consumption products.
Although the predictive ability of consumer confidence appears to be very limited, the CCI is available on a timely basis and could therefore provide a preliminary estimate of year-on-year consumption growth in the current period. Moreover, the information embedded in the consumer survey may be exploited in different ways. Therefore, a modest forecasting performance might reflect inappropriate pooling methods. In fact, the CCI is obtained as an index of the responses of households to different questions. According to Jonsson and Lindén (2009) , a micro indicator based on questions related to the individual household situation might be able to outperform the CCI. Households seem to have better knowledge of the own economic situation compared to the general economic situation. This paper takes a similar route, as it derives a composite indicator, where alternative pooling methods are applied to the raw response data of the consumer survey. Evidence is based upon a comprehensive analysis for the large euro area countries, i.e., Germany, France, and Italy, as well as for the aggregate. Given that the information is available at the monthly frequency, whereas private consumption is published only at the quarterly frequency, different strategies are available to link them. A popular method refers to bridge equations by aggregating the survey data to the quarterly frequency. Alternatively, information can be used as soon as it is available by employing mixed-data sampling (MIDAS) equations. Here, monthly data are directly used to predict currentquarter consumption growth.
The information is extracted in the best possible way to render the optimal indicator in terms of its forecasting performance. Weighting schemes refer to simple averages of the forecasts implied by the individual questions of the consumer survey, principal components, and weights according to past correlation or forecast accuracy. In addition, preselection methods are applied.
As a general result, the CCI does not outperform an autoregressive benchmark in many cases. However, carefully constructed indicators can increase the forecasting performance. In particular, composite indicators based on data-driven weighting methods turn out to be useful to predict private consumption growth. The gains are particularly striking for Italy and the whole euro area (20 percent). For Germany and France the gains seem to be lower, but are nevertheless substantial (10 to 15 percent). The forecasts for Germany can be also improved, but the gains are less pronounced in this case (10-15 percent).
Overall, this result does not mean that acccurate forecasts for private consumption can be derived from the survey information alone. It only implies that the CCI of the EU commission can be definitely improved, if the survey data are exploited in a more appropriate way. To achieve this result, the composite indicator should be built on preselection methods, while data-driven aggregation methods should be applied to determine the weights of the individual ingredients.
The rest of the paper is organized as follows. The next section reviews the arguments on why an impact of consumer confidence on private consumption should be expected. The approach to measure consumer confidence in the euro area is discussed in section 3.
Section 4 presents the econometric methodology, and section 5 reports the empirical results. Finally, section 6 concludes. The questionnaire for the consumer survey is included as an annex.
2

Consumer confidence and private consumption
The role of consumer confidence in explaining the development of private consumption is not obvious. A long-run impact can be ruled out in advance, as households cannot be excessively confident forever. Therefore, any impact is restricted to the short run, implying that consumer confidence behaves like a stationary variable. But even an influence in the short run can be doubted. According to the life cycle permanent income hypothesis, private consumption depends on permanent rather than on current income. If agents form their expectations in a rational way, changes in consumption cannot be anticipated, since they are purely random (Hall, 1978) . Hence, confidence does not play any role to forecast consumption.
Nonetheless, previous research has pointed to substantial deviations from the permanent income hypothesis, see the seminal contributions of Flavin (1991) , Campbell and Mankiw (1991) and Deaton (1992) . Eppright, Arguea and Huth (1998) Sentiment might be also important to explain changes in consumption in periods characterized by high uncertainty and extraordinary events. In particular, the CCI can reflect the expected impact of shocks, when no or only insufficient information can be extracted from the past experience. Negative shocks can worsen confidence because of self-fulfilling prophecies: the more pessimistic the consumers are, the worse a recession becomes, which, in turn, worsens the opinions of consumers about the future. To underline this point, Howrey (2001) has reported some predictive power of the CCI for the probability of a recession. Furthermore, the desire of private households to have a buffer stock of savings can justify an impact of consumer confidence. A fall in confidence caused by higher income uncertainty can lead to an increase in precautionary savings.
Consumption is forced to decline as consumers plan to rebuild their stock of assets, see Caroll, Fuhrer and Wilcox (1994) . Provided that habit formation prevents consumption from adjusting fully and instanteneously, consumption expenditures could be reduced for an extended period of time. Hence, confidence and changes in consumption should be positively correlated.
Measuring consumer confidence
As it is a psychological concept, consumer confidence is difficult to measure. In collaboration with national partners and institutions, the European Commission (2007) conducts a harmonized survey of private households to collect the opinions of consumers in each EU member state regarding past, current, and future developments. Overall, 2,000 German, 2,000 Italian, 3,300 French, and 23,000 euro area households participate The balanced series are then used to construct a composite indicator for the euro area as well as for individual countries. The CCI is based on the balances of four forward looking questions in the survey: expected change in financial situation, expected change in general economic situation, expected change in unemployment, and expected change in savings. Expectations refer to the 12 months period ahead. Neither questions related to the past and the current state of the economy, nor price expectations, nor major purchases intentions are considered. The CCI is the simple average of the (seasonally adjusted) balances of answers to the respective questions (Gayer and Ganet, 2006) . The balanced series are not standardized prior to the aggregation, i.e., the highly volatile series plays a larger role in the overall indicator.
Design of the forecasting exercise
The delayed release of many time series in the national accounts is a serious impediment to assess the current state of the economy. However, monthly indicators are readily available and might be exploited to predict the variable under study. The gap between the monthly indicator and the series of the national accounts is closed by the socalled bridge equations. In the bridge equations applied in the forecasting exercise, the monthly indicator is aggregated to quarterly averages and used to forecast private consumption growth in the respective quarter. Although this is a coincident indicator by construction, it has actually a lead of 1.5 months because of the publication delay of national accounts.
As an alternative to the bridge equations, monthly information is employed directly to forecast consumption growth using a MIDAS approach (Ghysels, Sinko, and Valkanov, 2007) . In this setting, private consumption growth is directly related to the consumer confidence measure of a particular month. Three specifications can be compared in case of quarterly data. Forecasts for consumption are derived with information on consumer confidence for the first, second, and third month within the respective quarter. Thus, it can be examined whether a specific month is useful to make the predictions. Compared to bridge equations, the first two models have a real lead with respect to private consumption growth.
The forecasts considered exploit different subsets of the survey information. As a preliminary step, the forecasting performance is explored for each of the single questions - Table 1 
about here-
The CCI from the EU commission outperforms the autoregressive benchmark only in the case of France. Its inclusion worsens the forecasting performance for Italy and especially for Germany where losses of 13 percent should be expected. However, this result does not imply that survey information is irrelevant to predict private consumption growth, as it might reflect inappropriate pooling methods.
One piece of evidence can be obtained from the MIDAS procedure. In fact, the forecasts will become more precise, if the prediction is based on the data available in the later The forecasting gain is about 20 percent. However, forecasts based on Q4 cannot outperform the benchmark in Germany and Italy. Instead, Q10 (current conditions to save) appears to be more favourable. These findings correspond to differences in the short-run dynamics of private consumption that can be detected across euro area member states (Dreger and Reimers, 2009 ). - Figure 1 and Table 2 about here-
The forecasting performance of the composite indicators is not markedly superior compared to the benchmark, given that the aggregate is constructed from all the questions in the consumer survey, i.e., no pre-selection is applied. Although the combined forecasts are able to outperform the benchmark, the gains are usually small. However, the picture improves, if the questions are filtered by the pre-selection process (MCS). If the composite indicator is based only on the best performing questions, the increase in the forecasting accuracy is notable, provided that the weights are determined by a data-driven approach. The gains are especially striking for Italy and the euro area (20 percent). The forecast for the French and German consumption growth can be also improved, but the gains seem to be less pronounced in this case (10-15 percent).
Conclusion
Survey-based indicators, such as the consumer confidence, are widely seen as leading indicators for economic activity, especially for the future development of private consumption expenditures. Although they receive high attention in the mass media, their forecasting power appears to be very limited. Therefore, this paper takes a fresh look on the survey data which serves as a basis for the CCI reported by the EU Commission for the euro area and individual countries. Different methods are applied to take advantage of the information embedded in the consumer survey. A MIDAS approach is applied and compared to the outcome of bridge equations. The analysis shows that the forecasting performance could be increased. The gains are striking especially for Italy and the entire euro area (20 percent). For France and Germany, the gains appear to be lower, but nevertheless substantial. This result does not mean that resonable forecasts for private consumption can be derived from the survey information alone. It only implies that the CCI can be improved, if the survey data are exploited in a more reasonable way. To arrive at this result, the composite indicator should be built upon pre-selection methods, while data-driven aggregation methods should be applied to determine the weights of the individual ingredients. CCQ1  CCQ2  CCQ3  CCQ4  CCQ5  CCQ6  CCQ7  CCQ8  CCQ9  CCQ10  CCQ11  CCQ12 Note: Pre-Selection of questions according to the Model Confidence Set suggested by Hansen, Lunde and Nason (2005) . Selections are made each round of the forecasting exercise. 
